I.
Introduction The demand for pawn broking services witness increasing business in Malaysia due to the convenience of lending money or instant cash to the needy. The industry has grown significantly over the past years as pawn broking constitute a simple and easy method of financing, without the requirement to provide proof of income or other financial documents, and that customers only need to pledge their valuable assets such as gold as a form of collateral or security to the pawn shop.
Customers with low level income and small-sized entrepreneurs generally turn to pawnshop services for financing because financing facilities from financial institutions are mostly accessible to the most creditworthy borrowers that generally belong to middle and high income groups (Johari, Sanusi and Rais, 2007) . The majority of the pawn broking customers were generally individuals who do not have access to a formal financial system, as the financial system tend to allocate credit to mainly the most creditworthy borrowers.
In the early stage of establishment, pawnshop businesses or known as collateral based lending business operate as a one stop financial centre for their customers. Most pawnshops are privately owned and operated for the purpose of profit-making (Ismail, A. G., & Ahmad, N. Z. (1997) . At the end of 1991 about 194 conventional pawnshops operated in Malaysia under the supervison of Ministry of Local Government and housing (Skully, Michael T 1992) . To date, both conventional and Islamic pawn broking in Malaysia are separately regulated under the Pawnbroker Act 1972 to ensure a smooth and healthy operation in the pawn broking industry. In term of legislation, the Islamic Pawnbroking system is subject to certain laws but not specific acts. For example Bank Kerjasama Rakyat Malaysia Berhad(Bank Rakyat) is subject to three different acts which are the bank Kerjasama Rakyat(M) Berhad Act 1978 , Cooperatove Societies Act(1993 and Development Finance Institutions Act 2002 . Moreover, Bank rakyat has introduced separately the Ar Rahnu manual guidelines.
Conventional pawnshops had already taken place in Malaysia, which were mostly managed by the Malaysian Chinese community. They provided instant cash to customers who pawned their valuables to help their business or to support First International Conference on Economics and Banking (ICEB-15) their needs. However, the conventional pawn shops imposed relatively high interest rates which is 24% perannum, and undertake usurious and exploitative activities, which indeed had oppressed and laid burden on the lower income groups. For these reasons, most customers shifted to Islamic pawn broking services (Razak, 2008) . Abdul Razak (2011) conjectured that the operations of the conventional pawn broking business were not transparent in valuing the pawned goods and auctioning of the pawned goods was done without notifying the customers.
The system of charging interest implemented by conventional pawn broking and financial institutions had been criticized by the Muslim community due to the existence of the element riba in the contract, which increased the burden of the customers to repay the loan and may caused the pawner lose their property. The Muslim communities gradually became aware that conventional pawnshops did not meet the shariah of Islam.
The weaknesses of conventional pawn broking urged the establishment of Islamic pawn broking in Malaysia. In 1992, the establishment of Muassasah Gadaian Islam Terengganu (MGIT) was a starting point to the Islamic pawn broking in Malaysia. Demand by the Muslim community and customers in Terengganu state led to the implementation of MGIT. Presently, Islamic pawn broking in Malaysia has been growing tremendously due to the increasing number of Ar Rahnu outlets and financial institutions that take part in Islamic pawn broking industry.
After 23 years of implementation of Ar Rahnu in Malaysia, the Ar Rahnu industry had shown tremendous improvement which plays an important role in the economic development and social wealth of the country. In January 2011, the Star Online reported that the total number of pawnshops in Malaysia was around 276 across Malaysia. Currently the functions of Islamic pawn broking services have evolved to serve not only the poor or needy, but also to the middle class or high income group of customers. They visit the pawnshops to obtain quick cash to help their business or use the money to invest without being involved in stringent procedures like applying loans with the banks. Hence, this paper aims is to review the development and growth of Islamic pawn broking services in Malaysia and the application of Ar Rahnu scheme by Ar Rahnu Bank Rakyat. Apart from that, this paper also attempts to discuss the challenges faced by the Islamic pawn broking industry in Malaysia.
II. 2.0 The Development of Ar Rahnu / Islamic
Pawnshop in Malaysia Islamic pawnshop in Malaysia, normally known as Ar Rahnu, basically performs the same functions as the conventional pawn broking. The only difference is that Ar Rahnu operates and provides financing facilities based on the Islamic principles. Ar Rahnu is defined as a method of providing fund to a person who pawns her/his jewelries to a pawnshop or bank as a security. The Malaysian government initiated an Islamic pawn broking that can be accessed by the Muslim community in getting immediate cash or fund. Currently, Islamic pawnshops not only serve the Muslim community but also to other races in the country.
The pioneer of Islamic pawn broking was Muasasah Gadaian Islam Terengganu (MGIT), which was established in 1992 by the Terengganu State Islamic Affairs and Malay Customs. In the early stage of the establishment, MGIT played a vital role in the Muslim community especially for women and small businesses in providing instant cash and micro financing. The implementation of MGIT by Terengganu state also aimed to ensure that the Muslim communities in Terengganu were able to obtain financing according to Shariah principles and to evade them from conventional pawn broking. A recent study by Azizah O., et al. (2013) , discovered that the total number of customers that pledged with MGIT from year 2007 until 2011 was 190,810 customers with 9 total numbers of outlet. Johari, Sanusi and Rais (2007) found that the main reasons customers A wider distribution of Ar Rahnu has to a certain extent helped to decrease the dependency on loan sharks by the customers. The increasing number of Islamic pawnshops in Malaysia is a manifestation of the increasing demand for Islamic pawn broking services and the main attraction for such services are basically the halal sources of financing facilities, easy loan approval procedures, and low safe-keeping charges as compared to conventional pawn broking services.
I. Principle and Application of Bank Kerjasama Rakyat
Malaysia Berhad Ar Rahnu Ar Rahnu literally from the Arabic noun is derived from the word rahana which means either constancy and continuity, or holding and binding. Technically, rahn, which is also termed as pawning, mortgage, collateral, charge, lien and pledge, refers to taking a property as a security against a debt, whereby the secured property can be utilised to repay the debt in the case of non-payment.
Referring to the relative importance of the concept, Ar-Rahnu itself is the contract of Tabarru' or charitable contract where it is known to operate as the donation of money lending without any earning of profit by pledging the particular items as collateral. It does not require any financial obligation on the part of the creditor (murtahin) when the debtor (rahin) gives him the pawned object. In this case, Ar-Rahn is similar to the other voluntary charitable contracts such as gift (hibah), simple loan, loan (qard), and deposit (wadi"ah).
The specialty of Ar Rahnu as compared to the conventional pawn broking, is that Ar Rahnu have special guidelines from Al Quran and As Sunnah in its operations to ensure the validity of the contract. Conventional pawn broking exist with the manmade rule and with the purpose of profit making in which contradict with the implementation of Ar Rahnu.
Evidence from al-Qur'an; Allah (s.w.t.) says: "If you are on a journey and cannot find a scribe, then use the receipt of pawn objects" This verse clearly indicates the alternative means of documenting the debt in the absence of the scribe, i.e., via pawning. Although it was revealed in the context of travelling, the majority of jurists, except Mujahid and Zahiris, agree that rahn is also permissible at home, based on the Sunnah of the Prophet (p.b.u.h.) who permitted it without any restriction. The foundations regarding the Ar rahnu are also mentioned in the following hadith; "A"ishah narrated that: "The Prophet (p.b.u.h.) bought some food (on credit) from a Jew and he pawned his iron shield to him." From the above evidences derived from al Quran and al Hadith, the application of Ar Rahnu is hence in accordance with the principle of Islam. A party that borrows money from another party by placing valuable asset as collateral.
Lender(al-murtahin) A party that lends money to another party and responsible for the safety of the valuable asset pledged by the borrower. The contract should be accepted by the both parties.
Pawn items(al Marhun)
Items pawned as collateral Loan amount
The amount of loan needed by the borrower Agreement/ sighah Agreement between the borrower and lender
It is mandatory for the application of Ar Rahnu to fulfill the above pillars. Appannan and Doris (2010) found that the operation for Islamic pawnshop transaction is quite similar with the conventional but the only difference is in the contractual terms (aqad) that is based on Islamic jurisprudence.
Modus Operandi of Ar-Rahnu Bank Rakyat Malaysia berhad.
Ar Rahnu Bank Rakyat provides services that are applicable to all community including non-Muslim customers. In Ar Rahnu Bank Rakyat, gold is only permitted item to be pawned. In order to obtain loan from the Ar Rahnu Bank Rakyat, customers are required to adhere to the following requirements as described in Table 2 . Minimum RM100.00 but for az zahab scheme minimum is RM10,001.00 Maximum accumulative amount RM50,000@ RM 100,000 per day Az zahab maximum amount RM100,000
Pawning period 6 months + 6 months (extension period) Maximum period until 18 months from the date For azzahab scheme 6 months+6 months/ 3 years Pawn redemption Can be made once or by installment before the due date
The application of Ar Rahnu Bank Rakyat involved three Shariah concepts; Qardh: An interest free loan. Generally, the customer is required to pay only the principal amount borrowed. Under this product, the bank will grant loan to the customers and the customers will pledge his/ her gold jewellery as surety for the said loan. The same amount is to be repaid to the bank by the customer on maturity or on demand.
Ujrah: This refers to charge or fee for services provided. Under this product, the bank will charge a reasonable safekeeping fee for keeping the gold or jewellery in a safe condition during the loan tenure. Wadiah Yad Dhamanah: It refers to an agreement for placement of assets or money to another person for safekeeping. The bank promises to keep the gold or jewellery in its custody during the loan period and the bank shall be responsible to replace the gold or jewellery to the customer should the gold jewelry goes missing or stolen. If it is not due to the bank"s negligence, the bank is however will not be responsible to bear the cost.
The pawned items will be valued by the bank officer to determine the suitable loan size for the customers. The valuation is based on the purity of the gold item and will be valued at prevailing marjet price. For Bank Rakyat Ar Rahnu, the amount of loan will be given to the new customers up till 65% of the gold value pawned, while existing customers 75%. The gold will be valued at the prevailing market price and the maturity of loan in Bank Rakyat Ar Rahnu is within 6 months period, which can be extended to a maximum period of 18 months. Furthermore, the bank will impose safe keeping fees to the customer as shown in Table 3 . The safe keeping fees is calculated based on the value of gold. In practice, the safekeeping fees will be charged differently by each of Islamic pawn brokers. The comparative rate of safe keeping fees among the Islamic pawn brokers as shown in Table 4 . Calculation: RM1000 x 0.65/100 x 12months x 180/365 Total safekeeping fees for 6 months = RM38.47
The charged of safe keeping fees can be paid either in lumps sum during the aqad or on deferred basis. A receipt will be given to the customer as proof of transaction. The receipt states the customer"s name and address, a description of the collateral, amount lent, maturity date and the amount that must be paid to redeem the assets.
In the case of default by the customer to redeem the marhun within a specified predetermined period, or the customer not able to settle the safekeeping fees, the loan can be extended to the maximum period as agreed by the bank. At the end of the period, a notice within 14 days will be given to the customers. If there is no action taken by the customer, bank has the right to auction the articles. Notice of auction will be sent to the customer. Proceeds from the auction will be used to pay the loan, safe keeping fees and other costs involved such as cost incurred during the auctioning process. If the pawned item is sold with surplus in the auction, the customer is entitled to that surplus. Nevertheless if no claim for the surplus is made, or in case the customer cannot be located, the surplus will be forwarded to the Baitulmal from which the customer is entitled to make future claims. In contrast with the operations of conventional pawn broking, it has been reported that pawnbrokers do not return the surplus after the goods have been auctioned off (Azila,2011).
IV. Challenges faced by Islamic Pawn Brokers in Malaysia
The existence of Ar Rahnu industry plays a significant role in the economic development of Malaysia. Nevertheless, Ar Rahnu industry players need to address several challenges in their operations in order to sustain in this challenging market place. Among the prominent challenges to the Islamic pawn broking is the higher margin of financing offered by the conventional pawn broking firms. From the previous study by Azila (2011) , the author observed that with respect to conventional pawn broking, customers could negotiate the loan amount with the officers in relation to the perceived value of the collateral. In some conditions, the amount of loan obtained could be up to 85% to 90% of the jewellery value. In contrast with the Ar Rahnu, majority of the operators provide a lower margin of financing of about 65% to 80% from the value of marhun. This is one of the main reasons why most customers still resort to conventional pawn brokers or illegal sources for financing.
Secondly, lack of knowledge and awareness among the society regarding the operations of Ar Rahnu also renders a challenge to the industry, particularly in their effort to raise its market share vis a vis other forms of financing. Most customers are reluctant to use Islamic pawnshop services because it is perceived by the society as products that are meant for the poor and small businesses (S. Hisham, etl. 2013) . Similarly, Appannan and Doris (2011) found that majority of the Indian community in Sungai Petani was not aware of the existence of Ar Rahnu scheme. This is a challenge to Ar Rahnu operators, with the implication that Ar Rahnu operators should increase their advertisement and marketing programs so as to increase awareness to all customers, irrespective of race in Malaysia.
Furthermore S.A. Bashir Ahmad, Norudin Mansor et.al. (2012) suggest that the Islamic-based pawnshop must stress the importance of customer service in order to strengthen the customer base, in addition to "Syariah" view concern. They postulated that management practices was the most dominant factor that contribute towards customer acceptance of ArRahnu MAIDAM in Dungun. This is consistent with the findings of Mohammad, et. al. (2014) and Hanudin Amin (2011) , which revealed that the factor of "Shariah View" dominated the choices of the respondents as their preferences on the Ar-Rahnu scheme. Elements of "Al Quran and Sunnah" as a source of business" and operations based on the shariah compliance ranked in the top tenth place as important to the respondents. This proof that the Ar Rahnu operators must ensure their practice and operations does not contradict with Shariah rules and minimize the shariah issues a rise in their operation.
In addition service quality such staff competency in valuing the pawned items and facilities in the Ar Rahnu operation one of the issues raised by the customers. It is a challenge to the Ar Rahnu operators to improve the quality of management to ensure the customer satisfaction. (Ismail & Ahmad 1997 ). This will be other challenges to the Islamic pawnshops to diversify the items that can be pawned by the customers. From this, it will attract more customers to borrow from Ar Rahnu not only applicable to those who have the gold or jewellery but also to those who have a valuable asset that can be pawned.
Increase competition among the services providers in providing instant cash is being one of the challenges to Islamic pawn broking. Despite conventional pawn broking, illegal money brokers also be one of the competitors to the Ar Rahnu industry. They can offer loan to the customer with an easy way, not required to provide collateral to obtain cash and unlimited time to redeem (Bhatt, P., & Lecturer, J. S. 2008).It is a reasons to the Ar Rahnu operators to create awareness to the consumers on the benefits of Islamic pawn broking and advisable to Ar Rahnu operators to impose lower safe keeping fees to the customers compared to conventional pawn broking. This can avoid them from obtain money from illegal money lenders which offer high interest and not transparent in the transaction.
Conclusion
In conclusion, based on the record of performance Ar Rahnu operators, it cannot be denied that Islamic pawned shops in Malaysia have a big potential in the society development that if the issues arise in islamic pawnshop activities can be solved. It is a fact that Islamic pawn broking system has the capacity and capability to fulfill the demand from customers and influence short term credit structure in the country. From the function to serve the needy or poorer to obtain cash and provide micro financing, currently Islamic pawn broking seem had demand from the medium and high level income customers. In the early of establishment of Ar Rahnu, customer pledge the gold and jewellery to obtain instant cash to support their daily life and their business but nowadays some customers pledge their asset to obtain loan to do investment. This scenario seems Islamic pawn broking have a potential growth in the future. For further growth it is necessary to the Ar Rahnu operators to handle the issue and challenge arise in a good manner and suggested that,all the Ar Rahnu Operations should maintain their key strengths as an Islamic micro financing provider with free from riba, transparents in the transaction and lowest cost of borrowing compared to conventional pawn broking. The policy makers such as state government or federal goverment should supervise the operations of Ar Rahnu to ensure their operations is in line with the Shariah rules and emphasise on the social benefit to the customers instead of focusing on profit maximizing such conventional pawn broking.
